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HOWARD GLECKMAN:  This panel is going to be on tax incentives for health insurance.  My name is Howard Gleckman.  I’m the editor of TaxVox, which is the blog of the Tax Policy Center.  

My fellow panelists are Len Burman who is the director of the Urban-Brookings Tax Policy Center, Fred Goldberg who’s a former commissioner of the IRS and a partner of Skadden, Arps, and Janet McCubbin who’s a director of economic issues at AARP Public Policy Institute.  
And I especially want to thank Janet who’s come on very short notice.  Len Nichols who was supposed to participate in this panel has been under the weather and couldn’t make it.  I guess he’s doing his own investigation of the healthcare system.  (Laughter.) 
We’ll start with Len and then move right along.  Len, go ahead.

LEONARD BURMAN:  Howard, thanks very much.  So the general topic is tax expenditures, there’s probably no more topical subject than the tax treatment of health insurance because President Obama has committed to expanding access to health insurance and leaders in Congress seem committed as well to do that, and all they have is the small problem about how to rearrange all of the existing tax incentives and come up with a trillion, 1.5 trillion to cover uninsured people which I’m sure they’ll do well.  

I was going to start with some background on the current tax treatment of the health insurance and then talk very briefly about some things that I would do about it, which will prove to all of you that I have no career in politics.

I’m going to start with just – this chart summarizes the tax expenditures for health insurance.  And these are only the income tax expenditures.  It doesn’t include payroll taxes.  
And you can see that in 2010, this is according to the analytical perspectives of the budget which I read and study very carefully, David; I’ve memorized significant portions of it – you can see that tax expenditures for health insurance are very significant.  They add up to about $184 billion in 2010.  As Lily pointed out, you can’t actually add them, but it’s probably something close to $184 billion in income tax losses.  

The biggest of those is the exclusion for employer-sponsored health insurance and that’s the fact that if you get your compensation in the form health insurance, it’s not included in taxable compensation the way wages are, and that comes to a lot of money: $155 billion just in income taxes.

The payroll tax loss is another $80 or $90 billion on top of that.  Whether that should be treated as a tax expenditure or not – or whether it should be treated as a subsidy or not is an open question because at least a portion of that translates into higher benefits in the future.  But, in any event, however you measure it, it’s a lot of money.

The other tax subsidies are relatively small so that the biggest of the random other provisions is the deductibility for medical expenses on income tax forms on schedule A.  That comes to almost $11 billion in 2010.  In total, they add up to 184 billion.
So what do we get for these tax subsidies?  I’m going to focus on the biggest one, the exclusion for employer-sponsored insurance.  One of the things it does is it lowers the price of health insurance, that if you get health insurance at work, $1 of health insurance money might only cost you 70 or 80 cents.  And if health insurance is a normal good, then that means that lowering of price makes you want to consume more of it.  

To some extent, that’s the whole purpose of the subsidy.  You want to get more people covered to deal with another problem in the health insurance market, which is adverse selection.  People only want to get insurance if they expect to spend more than average.  The subsidy offsets this in part.  But it also means that people want bigger, more comprehensive health insurance policies and a lot of analysts think that contributes to the high level of spending and the high rate of growth of spending on healthcare.  
The subsidy is poorly targeted, and Lily talked about why this might be true.  Since it’s an exclusion from income, the value of it depends on your income tax rate; high-income people get the largest benefit.  I’m going to show some specific statistics on that in a minute.  But basically, the biggest subsidy doesn’t go to the people who most need help in paying for healthcare.  
It encourages employers to offer insurance.  For large employers that’s probably a good thing.  They might offer insurance even without a subsidy because a large group of employees is a very efficient way to pull people together for getting health insurance.  People choose where to work for reasons other than their health status.  
But it doesn’t work so well for small employers.  If you have five or six employees, you pay very large costs for health insurance because there are big marketing costs associated with it, which are largely fixed costs, and if they spread over a small number of employees, the costs are high.  
The insurers have to do more underwriting to make sure that there’s not somebody especially sick in the group.  And if there is somebody who’s sick, the premium can go very high.  It puts a lot of risk on small employers because even if they want to offer health insurance through employees, if somebody gets sick, the cost for insurance can escalate dramatically.  And I would hate to be a small employer that would have to tell the employees that we have to drop the health insurance plan because one of the employees got cancer.  
And another way in which it hurts small employers is that since the subsidy grows with income and small employers tend to have relatively lower wage employees, their employees get less of a tax break from it.  They’re willing to pay less in a form of wages for their health insurance.  
So it actually creates distortions in the labor market.  It subsidizes large firms over small firms.  Large firms can offer a significant portion of compensation in a form that’s totally tax free.  For small firms, if they do offer that form of compensation, it is worth less to their employees and it costs them more to do it, and that creates a distortion in the market.  
It creates this phenomenon called “job lock” that if you’re working for a firm that offers health insurance and you have a health condition or somebody in your family does, you might stay in the firm just because you need to keep your health insurance and obviously you’d like people making their decisions about employment based on where they could be most productive, where they’d most like to work.  And that’s not always the case.  The other thing is that if you lose your job, you can lose your health insurance.  

And we’ve got this Rube Goldberg set of tax breaks and other provisions.  They’re supposed to take care of people who fall into that gap but they don’t work very well.  
The Health Insurance Portability and Accountability Act, HIPAA, says that people who’ve been covered by insurance at a firm can buy insurance in the market without having any kind of risk rating.  It sounds like a great deal, but if you go to Blue Cross’ website and you see what the premiums are for HIPAA insurance versus insurance where you have to qualify based on your health status, the HIPAA premiums are three times as much, so it’s not such a great deal.  
There’s also, there’s a provision called COBRA – I’m not even going to try to remember – whatever – so it was a tax law a long time ago – and says that employers have to allow the employees to continue purchasing insurance from the employers for a year after they leave.  Well, the problem is, of course, if you’ve lost your job, you have a hard time paying for insurance.  
So there’s another provision added to the code, the displaced workers’ tax – I don’t even remember what it’s called, but another tax credit to help people afford their COBRA premiums.  Apparently not many people take advantage of this because they’re really depressed and they’re poor and actually going out to seek tax advice is the last thing on their mind.  So that’s the way it works.  
Here are some statistics.  This chart shows where people get their health insurance based on age.  And what you can see is that younger workers are much more less likely to be covered by employer-sponsored insurance – that’s what ESI stands for – than older workers who are also more likely to be uninsured.  
In part, that’s because young people think they’re invulnerable and they can’t imagine that they would ever get sick.  They also have lower wages so they get a lower subsidy than older higher income workers do.  And the consequence is that more than a quarter of young workers are uninsured.  And the fact is that some of them do get sick, they have other problems, and they’re at risk.  Older workers are more likely to get insurance, they’re more likely to get it at work.  
We can see that in one sense, the subsidy works and that most people, most working age people and their families get insurance through an employer.  
This chart shows who gets insurance by income.  And this is in 2006: people with incomes under $20,000, fewer than half of them were covered by employer-sponsored insurance, even though they have jobs, and more than a third are uninsured.  That points to the fact that the subsidy is very, very poorly targeted.  Older or higher income workers, people with incomes over 40,000, 86 percent of them are covered by employer-sponsored insurance and it goes up even at higher income levels.
This chart shows coverage by size of firm.  And remember, I said that small firms face higher premiums and large firms, they face enormous risk, and if somebody in the firm gets sick, they can pay really, really high premiums, and their workers have lower incomes.  The consequence is that smaller firms, only about half of them have workers who are covered by employer-sponsored insurance, and some of those, by the way, are covered not through the firm itself but through a spouse’s insurance.  Large firms, most of their employees are covered by employer-sponsored insurance.  

So one way to measure the subsidy of health insurance is in terms of the tax price.  That is what the cost of insurance is after you take into account the tax subsidy.  And this chart just shows that the price of insurance goes down as your income tax rate goes up.  I’m going to show this maybe in a more intuitive way, here. 
 The bottom line shows – the blue line shows the subsidy rate as a percentage of the premium.  This is – if we actually turn this into a refundable credit, this would say that for people with incomes of 200,000 or more, the subsidy would be more than 35 percent of the premium.  And for people with income less than $10,000 the subsidy is barely over 10 percent and most of that is through the saving – virtually all of that is from the saving from payroll taxes, not income taxes, since people at that income level don’t owe income taxes.  
It’s very poorly matched with the cost of insurance.  The red dash line shows the premium as a percentage of income.  And what you can see is that for low-income people, health insurance premiums would consume almost all of their income if they had to pay for it themselves.  And for higher income people, it’s a tiny, tiny share.  So that’s why a lot of people call this an upside down subsidy.  
And this basically just shows the average subsidy in another way, just a subsidy in dollars as income goes up.  And again, Lily’s refundable credit would be 10 bucks for somebody earning under $10,000 on average and $1,600 on average for somebody earning $200,000 or more.  A lot of people think that’s a kind of ridiculous way to subsidize health insurance.
I should note that I was on a roundtable or participating in a Senate Finance Committee roundtable, and several economists – they didn’t even to get to me – several other economists basically were making these points about how the tax subsidy for employer-sponsored health insurance is so poorly designed and how we could so much better if we spent the money some other way.  
And Senator Baucus said, well, you know, we really do want to hear what all of you experts have to say, but we really don’t want to hear about getting rid of the tax subsidy for employer-sponsored health insurance because it isn’t going to happen.  But we really do want to hear what you have to say.  And then later on, we rolled out all other plausible financing option for paying for healthcare. (Laughter)
The bottom line is that we have – the latest statistics show 47 million people without health insurance.  That was in 2007.  It’s almost certain that the number is over 50 million now because when the economy goes into a recession – and we’re in a deep one – employers stop offering insurance, people lose their jobs and they lose insurance for that reason.  And we’re not getting very much for the 200 billion plus that we’re spending on the tax subsidy for employer-sponsored insurance.  

What are the alternatives?  One thing is you can convert the tax subsidy into a credit.  One of the interesting things that happened during the presidential campaign is that the conservative Republican proposed a refundable tax credit that would be way more progressive than the current system.  There were other problems with the proposal, most notably that it would undermine the system of employer-sponsored insurance without doing anything significant to fix the non-group market.  
One of the advantages that employer-sponsored insurance is that , at least for people at large firms, it provides a relatively effective way of pooling.  You need to have something like that outside of the employer market.  
But if you were to take the McCain proposal and combine that with President Obama’s proposal for an exchange where people could get health insurance if they don’t get it work, that would solve the most fundamental flaw in the market for health insurance now.  
Now, obviously, $5,000 isn’t enough for a low-income family to pay for family health insurance.  It costs $12,000 or more in a lot of places for that coverage.  
But it will be a big improvement over the current system.  And obviously, you could make the credit larger for lower income workers and have it phased down with income.  And actually President Obama proposed something like that except that he wouldn’t have gotten rid of the exclusion for employer-sponsored health insurance.  
You could cap the tax exclusion and members of the finance committee, at least the chairman and the ranking member seemed open to that as an alternative.  The question is how would you design a cap?  
The virtue of a cap is that over time, a cap that grew at the rate of inflation would raise more and more revenue for the Treasury and it might be a way of phasing in an elimination of the exclusion for employer-sponsored insurance.  And also it would remove the incentive on the margin to spend more on healthcare, this incentive for over-consumption.  
The drawback of a cap is that its costs vary wildly across the country and figuring out how to design a cap that varied by region would be a challenge, though possibly not an insurmountable one.  

And I have a proposal, and this was something the committee pointedly didn’t want to know about, which was to eliminate the tax breaks altogether and to provide health insurance through a direct spending program, say a voucher to pay for insurance with the reformed market in which you could buy the insurance and then to finance the voucher with a broad-base tax, and I suggested a value added tax.  I think that’s an absolutely wonderful idea and I’m still waiting for the first politician that’s going to endorse it publicly.
MR. GLECKMAN:  Len, thank you.  
Janet.
JANET MCCUBBIN:  Thanks, Howard.  And thank you, Eric, for inviting me.  I am here from the AARP Public Policy Institute but I’m speaking on my own behalf in part because I did only have a couple of hours to get ready and didn’t have a chance to ask anybody who works on health policy whether I knew what I was talking about.  
But fortunately, this was a fairly easy slide deck to put together because Eric gave me several questions that I was supposed to address and so I just went through and addressed them.  
And the first one is: should the government intervene?  (Laughter.)  And the answer is yes.  I’m glad that I did get a laugh.  We can go into that in detail later if anyone disagrees with my conclusion of yes.  Should we use: A, fiscal incentives; B, explicit regulation; C, soft paternalism?  
My answer is, A, all of the above especially A and B.  If we accept that we want universal health insurance coverage or near universal coverage, then we need subsidies to make it affordable for low and moderate income people.  Soft paternalism in the form of auto enrollment could further help boost participation, but subsides of a reasonable size will only get us so far.  If we want universal coverage, then we probably need individual responsibility, also known as an individual mandate.  We will also then need regulation to specify the parameters of the coverage that people have to buy and that we’re willing to subsidize.  
Question number three: should we use tax incentives or direct spending?  Well, this one is not entirely clear to me because how you deliver the subsidy depends on what the health insurance market looks like and it looks really complicated to me.  

As part of health reform, as Len mentioned, we imagine that there’s going to be a new place for people to buy health insurance if they don’t get coverage at work.  And in the Obama proposal it’s called the “exchange.”  In Massachusetts they have the connector.  So people buying from the exchange would get some new kind of subsidy.  

And the question then is how does this exchange work?  Who can buy there?  Who must buy there?  Is it simply a clearing house or a list of insurance plans that qualify you for the subsidy or could it play a larger role in collecting premiums from individuals and collecting subsidies from the government and passing them on to insurers?  So depending on how beefy your exchange is, that might change how you view – who should administer the subsidies.  
Another question is: what is the employer’s role?  It’s not clear to me in five or 10 years down the road how big the employer market is going to be.  If many of us are still getting our health insurance from employers, then it might make sense that employers combined with the IRS could do a lot of the administering of subsidies.  
I think it’s definite that the IRS and other agencies will both have roles and it’s just a matter of how extensive the roles will be.  
At a minimum, IRS can verify income eligibility for the subsidies offered in the exchange or you might imagine IRS assuming a larger role.  As almost everyone here knows, almost everyone files a tax return.  
Most people who don’t file a tax return are either very low income or they’re low and moderate income senior citizens who are receiving healthcare from Medicare.  And if you’re receiving your coverage from Medicare then you’re probably not going to be eligible for these new subsidies.  
Most people who file a tax return also have no contact with any other federal agency regularly during the year so it would make sense for them to get a subsidy, or it could make sense for them to get a subsidy through the IRS.  
So you might imagine that we have a Medicaid expansion for low-income folks who are not likely to ever file a tax return and then we have some subsidies administered by the IRS for people above say, 100 or 150 percent of poverty. 
 IRS would clearly need new resources to administer new subsidies, but unless we envision a very beefy exchange type mechanism it seems that more IRS involvement is the direction that we’re going to go.  
What features would make tax incentives most effective?  When under pressure, always turn to econ 101: efficiency, equity, and administrability.  I will go into a little bit of detail.  
Efficiency – I think you just want to tie the subsidy to the thing that you want people to buy.  If you’re thinking about efficiency, you don’t want to spend money, more money than you have to, to induce the people to buy the thing that you want them to have.  So this is the buying the base issue that Lily referred to and that you want to avoid.  
In addition, currently, the exclusion continues to rise regardless of how much insurance that you buy or what kind of insurance that you’re buying, and most reform proposals, or many of them, would address this by capping the exclusion or providing a new subsidy that’s tied to some benchmark plan in the exchange.  
So, unless you are a very low-income person, you would be subsidized for a plan that involved some cost sharing, and if you wanted a more generous plan that had less cost sharing, you could buy that, but we wouldn’t subsidize it.  So we want to tie the subsidy to what we want people to have. 
Another issue is can tax policy further help reduce the growth in healthcare spending?  One problem with the current subsidy is that there’s not very much transparency in cost.  I think people outside the economics profession are very smart, but I think that many of them don’t really understand, on a conscious level that influences their decision making, that the employer share of the premium is coming out of their pocket.  And so, that makes them less sensitive to insurance rate increases and less sensitive to cost increases than they would otherwise be.  
The other thing people have talked about is using indexing to try to control costs.  So we would tie the subsidy to the current price index, the CPI, which, of course, is growing more slowly than healthcare costs are growing.  The idea is that because the subsidy would be losing value in real dollars it would put pressure on people to demand healthcare providers to provide better value.  
I think these are important issues to keep in mind.  But in a market that’s as complicated and as flawed as the health insurance market there’s certainly a limit to what individuals demanding better quality and better value can hope to achieve.  So I think these can get us a little ways down the road but I’d also be concerned about just making sure that vulnerable populations have the subsidies that they need.
On equity, of course, the first thing we think about is vertical equity and there are normative issues here about how much redistribution from high-income taxpayers to low-income consumers do we want to have.  
Another question in the healthcare situation is what is the affordability standard?  And that is how much do we expect low and moderate income people to contribute to their health insurance or healthcare costs?
We also have a question of horizontal equity.  Ideally, I think we ought to give people the same subsidy regardless of how they get their health insurance.  Currently, we have a generous, at least for high-income people, a generous subsidy for workers who are covered by employer-sponsored insurance but we do very little for people who buy insurance on their own in the non-group market.  
And most proposals out there would level the playing field a bit by creating subsidies that would be available if you bought from this new exchange.  And that’s – the subsidies in the exchange would probably be refundable tax credits or direct subsidies that look equivalent to refundable tax credits.  
So then you have a refundable tax credit in the exchange and you have an exclusion in the employer market.  
Moreover, some have proposed new subsidies for low-income employees in small firms or subsidies that would go to small employers who have low-income employees.  They’re largely equivalent, whether the subsidies run to the employer or the employee.  And these are – the rationale is, for the reasons that Len described, that small employers are at a disadvantage in negotiating reasonable healthcare policies for their employees and so employees and employers in those firms end up paying more.  And so, we might think that’s reasonable that we want to do something for small firms.  
But now we have three different situations. You consider a low-income worker or a family with the same income if they get their insurance in a large firm, they’re going to get the value of the exclusion.  If they get it in a small firm, they’ll get the exclusion plus maybe something from one of these new credits, and if they get it from the exchange, they get a credit.  
So we have – to me, this is – maybe it’s just a problem in my thinking but, to me, it just seems odd that we have three different subsidies depending on how you’re getting your insurance for the same income level.  
So I think we need to rationalize these subsidies by either allowing all low-income people to buy from the exchange, or allowing small employers to go to the exchange, or gradually replacing the exclusion with a refundable credit tied to affordability.  
I’ll just talk really quickly about administrability because I know that Fred is going to talk about it a fair bit.  We’re thinking about two related tradeoffs and they’re so closely related maybe it’s just one issue, but we could minimize direct subsidy costs by having a very targeted credit that would benefit the people who we really think have the most difficulty paying for insurance on their own.  
And we could base it on income, and assets, and your family size, and your age, and where you live, and where you work, and all these things.  But the more criteria that we put on the credit in order to target it, then the higher the administrative costs we’re going to face for the applicants and also for the agency that’s administering it.  
And a particular challenge, I think, in administering is going to be the timing of the health insurance benefit.  We want to base it on people’s income but we don’t observe income until sometime after it’s earned. But we want to give them the subsidy upfront so that they can buy the insurance.  And I think that’s going to be very difficult for us and an issue to consider when we think about what income criteria we want to use to target the credit. 
Also, on accuracy, for any given level of targeting or any eligibility criteria, I think we have to think about what error we’re willing to accept.  If we’re willing to accept some errors, then we can have low administrative costs and high participation and IRS can do a good job.  
If we want to have – if we don’t want to accept much error, then we’re going to have to spend more on enforcement.  We’re going to have to spend more on verification upfront or after.  And we’re going to have to spend more effort on helping people apply and helping people understand the rules.  So I think we have to consider where we want to put our resources in that regard.  
And my last slide, what policy would you recommend?  And, again, these are my views only.  I think we’re heading for refundable tax credits to individuals who purchased from the exchange, and so, the next step I would take would be to think about how we can harmonize these with the employer exclusion, how we can create tax incentives so that we subsidize people for what we want them to buy regardless of where they buy it.  
I think there are limits to what the IRS can do well.  And so, I think we would also want to consider, for example, a Medicaid expansion for those who are unlikely to file a tax return and those that we really want to cover entirely for free.  
And I think these are very challenging administrative issues, not insurmountable, but challenging administrative issues for the IRS.  But the prospect of healthcare reform provides an opportunity, I think, for us to make real progress on improving the tax subsidies that we have for healthcare.  
MR. GLECKMAN:  Janet, thank you.  
Fred?  

FRED GOLDBERG:  Thanks.  I should start with a confession.  I asked my dear friend, Lily, to review my slides and she got back and told me they were dense.  I’m assuming that’s a comment on the number of words per page and not the content.  She told me that was the case.  

I also want to acknowledge that the materials in these slides are taken from an article that myself and a colleague prepared for the O’Neill Institute on National and Global Health Issues, and so I have plagiarized from myself, I believe that’s what’s happened here.

I’ll start with a simple twist of fate.  I think all of us are familiar with this history that during World War II there were wage-price controls and for this purpose the government determined that wages do not include employer-provided healthcare.  Long ago and far away, the IRS was truly a kinder and gentler institution who followed up on that ruling by concluding that employer-provided healthcare was not taxable income.  No authorities were cited for that proposition.  It was simply a statement of “why not.”  
The rest is history.  We now have an employer-based system for providing group health insurance and I believe this is one of the most clear instances of a situation where the tax law has had enormous economic impact and social impact.  
That is a cautionary tale: taxes really do matter.  They have an enormous impact on the housing market.  On the other hand, when you change the rules as was done in 1986, you can do very bad things.  
We are now providing 30 percent promptly refundable tax credits.  We call them grants, but they are refundable tax credits because they’re administered effectively by the IRS.  That will drive behavior in terms of capital flowing to renewable energy projects.  
The administration has made very significant proposals in the international area.  This is not a joke.  It will have a very significant impact and, in my view, very unfortunate impact on corporate behavior.  Taxes are serious.  They should not be messed with and I think that’s the point of the paper that Eric and Lily are working on.
Anyway, so where are we?  The law of unintended consequences, more than 50 years later, we are reminded that the IRS acts of largesse always get people in trouble.  The exclusion for employer-provided health insurance is, as we have heard, very expensive.  It is very regressive.  It is a primary driver of escalating healthcare costs.  And I believe it is a primary cause for the vast and growing number of uninsured.  And I have learned today that it’s also a cause for the dreaded “job lock.”  In my view, only politicians, special interest groups, and the flat earth society deny these realities.
On the other hand, despite that folly, the IRS offers, in my judgment, an important tax system, an important road to redemption.  In brief, repealing the current exclusion and replacing it with a system of progressive refundable credits is the way to go.  
Why repeal the exclusion?  My early draft of the slide said, well, duh, but I decided I will be very technical here.  It does many bad things and few good things relative to alternatives.  It will raise lots of money and that money can, in fact, help fund an administrable, progressive system that fosters universal coverage, enhances consumer choice, controls cost, and really does a lot other good stuff.  
Now, why progressive refundable credits administered by the IRS?  That is a far more interesting and complicated question.  In order to understand the question, you have to start with what we’re trying to do.  There are other systems that could be administered with nothing done by the IRS and no tax credits.  But I believe the constraints we have imposed on ourselves compel the conclusion that the only way to go is to repeal the current exclusion and to replace it with refundable credits.  
What are we trying to accomplish?  Well, tops on my list is an administrable system.  We need to have achieved near universal coverage.  We want to make it affordable through progressive subsidies because we believe that universal coverage is effectively a public good.  We want a system that does allow consumers to choose among transparent options.  We desperately want to control cost through transparency, through explicit and rational pricing and again, through informed consumer choice.  
And we need to accommodate – we have to have a system that is changeable in response to changing policy preferences.  And finally, we need to avoid transition chaos, and to do so, we need to retain a robust employer-based platform.  And I think when you work through all of the literature, cut below what everybody is saying, these are essentially universally agreed upon objectives.  
Now, in order to get there, and in getting there, the subsidies are going to be progressive.  The amount of that subsidy is going to turn on income during the year.  It will be phased out at higher income levels.  The subsidy will vary based on family status.  And the subsidy may well vary based on conditions and local insurance markets.  The fact is going to be that the subsidy will exceed income for some, and for many, the subsidy will exceed tax liability.  
Some form of minimum coverage is going to be mandated.  The insurance market will be heavily regulated: preexisting conditions, large purchasing pools.  Private insurance markets will play a primary and – if the gods are wise – the only role in providing coverage and we will have a robust platform of employer-sponsored insurance.  So this is what it’s going to look like if it happens.  
Now, the third point is making it work.  There is going to be massive toing and froing, fiercely on policy design.  
But whatever we collectively come up with we have to make it work.  And it’s really big.  It’s hundreds of millions of people.  And those of us who’ve had the honor of sitting in the chair of IRS commissioner, I think are especially sensitive to what it means to be really, really, really big.  
The second point is we are talking really complicated.  Determining who is eligible for how much subsidy if we’re talking about income, we’re talking about family status, if we want to take account of local insurance markets – we’ve got to keep that in mind – changes in eligibility from year to year.  People are married, then they’re not married, and then they’re married again.  People have children.  Those children go off and start new family units or become workers.  People move.  
If you get underneath this data and you realize how dynamic a society we are – this is not static.  You don’t have the same family size, two and a half kids, dog and cat forever living in the same place making the same income.  And the system has to be able to accommodate those changes.  
Cash flow is very difficult.  It’s as Janet said.  How do you deal with cash flow, particularly with respect to those who are subsidized?  If they write a check and they don’t get the money back until eight months after the year ends, that’s a pretty tough deal.  
You have compliance issues.  There’s going to be a mandate, if it’s going to be universal, and if you want it to be universal, you have to be able to enforce the mandate, policing the infamous waste, fraud, and abuse.  It’s like we’re going to close the tax gap to solve our deficit.  It ain’t going to happen, but compliance is a very serious issue.  
So no matter what decisions are made about policy design, at the end of the day, in my judgment, those policy choices matter but making it work is what this is all about.  
Now, I believe that the only existing infrastructure that can possibly or has any reasonable prospect of administering the system described above is the IRS.  You’re talking about progressive subsidies.  You’re talking about universal coverage.  You’re talking about taking into account local insurance markets.  
I’m nervous saying this.  I’m not going to look at Mortimer Caplin, but the IRS is truly a remarkable infrastructure.  I think we lose sight of it largely because it does function so well.  
And as you said, it really does reach virtually every stakeholder, if you’re talking individuals and families, you’re talking employers, you’re talking other formerly constituted market participants, you’re talking insurance providers, all of these stakeholders, virtually all of these stakeholders already have regular dealing with the Internal Revenue Service under current law and the Internal Revenue Service has regular dealings with them.  This is an astonishing administrative platform that I believe works astonishingly well given the challenges it faces.
Okay.  Now, let’s talk about how this refundable credit might work.  Well – and this goes, Janet, to your point.  First, start with employer-sponsored insurance.  Employees chose from various employer offered plans. 
The employer reports the fact of coverage and reports cost as taxable income for covered employees to the IRS.  We’re doing away with the exclusion so the employer is going to tell everybody, the workers, and going to tell the IRS, hey, you got income equal to the cost of the coverage that we’re providing you.  Because the employers presumably are buying insurance, not self-insuring, there’s backup information reporting by the insurers.  
As Lily said before, you had an information reporting mechanism to pay a third-party reporting to be sure people are covered, to be sure people are reflecting the amount of income they should be reporting.  
The worker claims the credit, if any, to which he or she is eligible for the taxable year on the return they file the following year.  But in this case, remember, they employer has paid for the insurance so there is no cash flow issue.  The employer bought the insurance.  So it administers the subsidy.  
The second point here that’s important to keep in mind – and this is true for all of the pieces – is the structure permits, but it does not require, lots of policy choices.  You could have rules requiring employers to offer choices among at least a minimum number of plans.  
Take four, for example, because that what the Senate Finance Committee is talking about.  You could also let the employer offer choices, five, six, and seven.  This wasn’t supposed to be, but Fred thinks that’s a good idea.  
You could have rules allowing employees to opt out and purchase insurance elsewhere, again, a Senate Finance Committee thought; Fred thinks that’s a bad idea.  
You could have rules requiring certain classes of employers to provide health insurance to their workers or face a confiscatory penalty tax.  Fred thinks that’s a bad idea.  
You could have tax and other incentives encouraging employers to provide health insurance, retain it for their workers.  That’s an okay idea.  
You could have a government-run insurance company.  Fred thinks that’s a very bad idea.  
But the point here is you could make these choices as a policy matter independent of the question of whether you’re going to provide a progressive, refundable tax credit.  

Now, group purchasing pools.  You could have licensed sponsors, large purchasing pools that would offer plans to members of the pool.  In this case, the cost of insurance isn’t being covered so you’ve got to deal with cash flow.  
How do you deal with that?  The participant purchases policies through a combination of cash – they’re paying for it – and they make a claim based on their anticipated tax credits that the purchasing pool can use in acquiring, effectively paying for the insurance because the purchasing pool can get the money back from the IRS.  Now, that addresses the cash flow issue.  
Now, I’m going to comment that everybody says we can’t do that, but it turns out we do it all the time.  Now, again, you would have reporting by the pool in terms of whether the person being covered, that’s the mandate, the amount of credit they claim, so the IRS could deal with compliance.  You’d have similar reporting by the insurance carriers.  And the participants would be required to report on the tax return they file the following year the amount of credit they claim during the year.  You’d obviously regulate the purchasing pools.  They could be formed by existing organizations, religious fraternal organizations, groups of employers, other organizations that want to be purchasing pools, or random assignment of individuals and families or groups to purchasing cooperatives.  
This is a way of dealing, in part, with Len’s comment about – it’s absurd to tell a company with 15 employers to go buy insurance.  The embedded costs are horrific.  Well, you can use purchasing pools to deal with that issue.  
When you’re talking about the individual insurance market, essentially it’s the same structure.  I am my own purchasing pool.  I go out, I buy my insurance.  I pay cash.  I use whatever refundable tax credits I think I’m going to get.  And again, there’s periodic third-party reporting in this case as well.  and again, if I’m buying my one-man purchasing pool and I go to my insurance carrier and I claim a $2,700 credit for the year, I have to report that on my tax return as a claimed credit, and somebody else tells the government that I’m doing that.  

What does this do?  Well, if you have mandates, you’ve achieved universal coverage, consumer choice is enhanced by requiring offering of multiple plans to pick from.  It permits carriers to describe alternative plans to the extent they are responsive to consumer needs.  It controls cost by making choices and cost explicit.  And it accommodates future policy designs.  
And one of the things that I think is very important here is by requiring the worker to make a decision about the plan that he or she or the family wants to purchase, and by making explicit, gee, I’m going to get a credit here to subsidize my cost, I believe this connects consumers in a very real and very important way to decisions about their healthcare in a context where they have to understand what the costs are.  
And I think our assumption that consumers are a bunch of blithering idiots, I don’t agree with that.  I think people care deeply about their healthcare.  At least in my experience in watching what happens where I work, you talk to the people and they want to understand exactly what am I getting, what are my deductibles, how does all of this work.  And I believe this system forces a type of transparency that actually will control cost.  You’re keeping the employer-based system in place.  
This is really the system I believe is administrable.  It reduces startup costs and ongoing administrative costs.  It permits an annual highly automated reconciliation process.  Compare Massachusetts where, if your circumstances change, you’ve got to go find some local office and say, I just got divorced, I just got married, I just had another kid.  It avoids imposing administrative burdens on the state.  If you’re doing it other than through the federal income tax code, who are you going to tell to do it?  Tell states?  Tell Medicaid to set up offices?  Have Medicaid or Medicare design its own from scratch platform?  No.  
The other point is that using this mechanism addresses year to year changes in eligibility, because you’re disconnecting the cash and the coverage from the reconciliation process.  
And what you’re doing is you’re having an after-the-fact reconciliation that ties the income through the – your actual income for the year with your subsidy for the year.  Then you say, well, that’s goofy.  And if you think about it, that’s what always happens, always happens when a taxpayer files a tax return, every year, because the amount of – the check that I have to write or the refund I get in year two has nothing to do with just my tax liability.  It has to do with my tax liability relative to payments made during the year.  
And I think – I don’t have time – but if you think this through, it turns out that that an after-the-fact reconciliation process is exactly aligned with the cash flow considerations.  
This process removes intermediaries from the – removes intermediaries from risks associated with improper claiming of credits.  It removes them from enforcement costs and collection costs as intermediaries and puts the burden collectively on all of us because this is, after all, a universal system.  
Eligibility criteria – you’ve got to work from what’s reported assets, for example.  Net worth is an unadministrable requirement by the IRS.  Nobody gets near it.  Non-filers – there are concerns with them, but there’s Medicaid.  Low-income individuals are going to effectively have subsidies that cover the full cost of the kinds of policies they’re going to be buying.  And again, like everything else, it’s compared to what?  
Compliance it’s a big issue but it’s exactly the same issue the IRS has been dealing with for decades.  The fact of comprehensive third-party reporting means I believe compliance issues are going to be minimized.  
If you talk about collection issues, the amount of the subsidy tends to correlate with the amount of cash somebody has if you’re talking substantial subsidies or complete subsidies, for example, for folks making below $25,000 or $30,000 a year, it becomes a self-effectuating effort.  If it turns out they’re making $200,000 a year, they’ve probably got the money.  
This is all about compared to what?  And if you think about a system that needs to meet the design constraints we are talking about, I don’t think there’s a close second.  
A brief comment on political considerations.  President Obama is reaping the whirlwind of a brilliant campaign, not that it was hard to argue, well, gee, he’s taxing your health insurance and not even giving you the cash.  That was a pretty good line, but he is now reaping the consequence of that because, as Len said, McCain was closer to right on this particular issue.  
Republican orthodoxy is the other problem.  Republicans have some pathological aversion to refundable credits.  They shouldn’t.  They should get over it.  Refundable credits are a fine and good thing.  
I believe personally that candidate McCain was muzzled after his adviser Goodman wrote an op-ed piece talking about progressive versus regressive systems and the need to run a more fair and evenhanded program.  I think the Republican oligarchy said, shut up, John.  
There will be – that gag is not supposed to be there – (laughter) – sorry – there will be “end it or mend it.”  This administration is moving in the direction here a cap, there a cap, everywhere a cap, cap.  You’re talking pollution, you’re talking compensation.  Well, fine, then they’ll cap this too.  That’s a bad idea.  There are other alternatives.  
When is a mandate not a mandate?  Well, if it’s limited to large employers with lots and lots and lots and lots of fulltime employees.  As Len said, 20 or 30 or 50 people doesn’t cut it.  You’ve got to be talking hundreds.  It’s going to be complicated because you’ve got to deal with seasonal businesses, retail establishments so it’s going to be hard to do, but there will be the compromises.  

But at the end of the day, in my judgment, if this is going to work, whatever policy decisions are made, it has to be administered through the Internal Revenue Service.

MR. GLECKMAN:  Fred, thank you.  Thank you all.  

Let me ask a very naïve question, if I can.  If we’re going to have an individual mandate of some kind, why do we need tax subsidies at all except for perhaps some sort of a low-income subsidy?

MR. BURMAN:  I mean, actually – I have a problem with the low-income subsidy specifically because of the problem of people’s incomes varying a lot from year to year and even varying within the year.  

The concern I have about the kind of proposal Fred made was that, in the beginning of the year, it’s hard for a low-income family to predict what their income is going to be at the end of the year, and claiming a credit, assuming that their income is going to low and they’ll qualify in it and then they get a new job or take a second job and then don’t adjust their withholding to account for the fact they took too much in credits earlier on is a problem.  I think a lot of higher-income people would have a hard time keeping that straight.  And the big problem is if you don’t have savings then it’s hard to write the check at the end of the year.  

So my preference would be to just pay for health insurance to go with the mandate and then have a financing mechanism that’s separate from that.  It could be a value-added tax.  It could be a payroll tax.  That’s done in some European countries.  It could even be an expansion of the income tax although that could raise some challenges unless we substantially reformed it.

MR. GLECKMAN:  Janet?

MS. MCCUBBIN:  Well, having a mandate does reduce the amount of money that you need to spend on subsidies because you’re not just depending on sort of pushing the string of a tax incentive to get people to buy.  You can require them to buy.  But because healthcare is expensive, we’re still going to need subsidies for low and moderate income people.  And we have people spending more than 10, 20 percent of their income now on health insurance and I think many of us just believe that’s not acceptable.  And so, in order to provide for affordability, you’re going to need subsidies in addition to a mandate.

MR. GOLDBERG:  But if you go back to Len’s slide, I think it’s clear.  I guess I disagree with Len because people lose sight of the fact this is our current real world.  I’m a low-income worker and I have a job, I have to tell my employer how much they should withhold.  So I have to make that judgment.  And if I get a separate second job, I’ve got to make that judgment.  If I change jobs or my spouse gets a job – people are making that judgment all the time.  

Second, the data are overwhelming.  The particularly low and middle-income families desperately want to be overwithheld.  When I was in the first Bush administration, we changed the withholding tables in a pathetic effort to stimulate the economy.  Within a year, even though we changed the tables, the workers had gone back to be overwithheld actually to a higher extent.  

So I think the behavioral answer here is – one, you have to do it anyway.  Second, the behavioral response is going to be that I believe that most workers, particularly given the centrality of healthcare to their lives, are going to make reasonably well and informed decisions.  

MR. BURMAN:  But the system is set up so that it’s very easy to be overwithheld.  But the credit system – if you take credits during the year, you could very well end up owing tax if your income goes up.  And the credits could be substantial, much bigger than income tax liability or even the amount of withholding on their incomes.  Family policy is expensive.

MS. MCCUBBIN:  I think the advanced EITC has some lessons here too.  People won’t claim it because they want to be over withheld and they’re worried that they’re going to owe money at the end of the year.  But then, as soon as they found out what their refund is, they go out and get a refund anticipation loan.  

So it’s clearly not – we’re clearly not doing a good job of getting people the money when they need it and that’s going to be a clear problem with the case of health insurance because without a mandate, I don’t think people are going to be willing to sign up or able to sign up for health insurance based on a premium or based on a subsidy that they might or might not qualify for at the end of the year.

MR. GOLDBERG:  I think a flat-rate voucher which I assume is what you’re talking about, every one of us gets a $12,500 voucher and we can go buy insurance and if we don’t spend that much on insurance, we get the money back.  So we’ve chosen to buy a small – I think that’s a very elegant solution, but I question – in many ways a more elegant solution paying it forth with a consumption tax is a very elegant piece of it, but it’s not going to happen.

MR. GLECKMAN:  Janet, what do you make of Len’s idea?  Leaving aside the politics, what do you think of the – (inaudible)?

MS. MCCUBBIN:  I think it would be a great idea.  We could pay for the insurance that we want people to have and then we could have a progressive tax afterwards to make the whole system as progressive as we want it to be.  But I agree that nobody is really talking about it right now.  I’m sorry, Len.

MR. GLECKMAN:  I’d like to ask about the administrability.  So Fred has made a very strong argument that the IRS is the only place that can do this.  Janet, I think, generally agrees that the IRS is the place to go.  We heard Nina Olson say please, don’t make us do it.  (Laughter.)  

NINA OLSON:  Design it right.

MR. GLECKMAN:  Design it right.  Let me ask Len, do you want to jump in here?  Do you think the IRS is the place where this should be administered?

MR. BURMAN:  I guess the answer is no, obviously.  I set it up so that the voucher – you can’t have a refundable credit that goes to everybody which would be easy to do even for the IRS.  You could also – it would make sense for some program agency to provide the voucher as well and then they could give it directly to insurers or to employers.  

There are problems actually with all of these proposals including the one I suggested, which is that measuring the value of employer-sponsored health insurance is really difficult.  I don’t think anybody knows exactly how to do it.  I don’t think anybody in this room actually knows what they pay for health insurance in the form of lower wages.  

We know that on balance, it has to be true that employees pay for health insurance, but in a firm where there are high-income and low-income workers it’s not plausible that somebody earning $15,000 a year is paying that $12,000 for health insurance.  High-income workers must pay some of it.  Presumably, there’s some kind of subsidy arrangement going on within the firm.  

And then the question is – there are obviously differences by age, by gender.  Figuring out a way to codify that I think would be an enormous challenge.  

MR. GOLDBERG:  I think under basic income tax principles the relevant question is not what you’re paying but what the value is.  Obviously in a partnership, if you’re a partner, you get a statement every year:  this is how much our health insurance costs.  And the contract negotiation with insurance providers I think generally has a group rate.  So, if what you’re trying to measure is the value of what you’re getting, which is the income tax concept as opposed to the cost of what you’re buying, I think you get around a lot of that issue.

MR. BURMAN:  But the value to the employees isn’t the price.  I mean, a low-income worker might only be willing to pay $1,000 for family coverage even though it costs the employer $12,000.

MS. MCCUBBIN:  I think we know how to administer a cap on the exclusion.  I think the problem that Len is getting at is that we don’t really know what’s going to happen if we start unwinding the employer system.  

And the problem is that it’s very hard for anyone to distinguish a plan that’s expensive because it’s a Cadillac plan from a plan that’s expensive because the workforce is older, because the workforce is in a smaller firm, because the workforce is sicker, or because the workforce is in a certain geographic area.  

So it’s going to be very difficult to design a subsidy that protects vulnerable workers while getting rid of all the things that we don’t like about the employer exclusion.  And there are all kinds of cross-subsidies that go on within a firm that we don’t measure very well.  

And so, that’s why I would like to – for all the reasons that everybody is talking about, it would be great not to have the employer exclusion be our main tax benefit.  But I think we need to unwind it slowly over time, perhaps gradually capping it.  But also, we need to make sure that we have a robust exchange in place so there’s someplace else for people to go once we start clawing back the employer exclusion.

MR. GLECKMAN:  So let me follow up on that a little bit.  So if we stipulate that the employer-sponsored cap exclusion is not going anywhere for now, at least it’s not going to be repealed anytime soon.  So I’d like to ask each of you how would you design the cap?  The finance committee came up with some interesting proposals yesterday, but how would you do it?  Janet, we’ll start with you.

MS. MCCUBBIN:  The more I think about it, the more having an income-based cap seems like a reasonable idea because you would protect workers who are truly vulnerable and might end up losing their health insurance.  So I would probably have some combination of the value of your coverage and an income-based cap.

MR. GLECKMAN:  Fred?

MR. GOLDBERG:  I would repeal it today.

MR. GLECKMAN:  Well, I’m not going to let you do that.

MR. GOLDBERG:  I think an income-based – a value of the cost of insurance-based cap is the right way to go.  That’s what I would do.

MR. GLECKMAN:  But not income.

MR. GOLDBERG:  No.

MR. GLECKMAN:  Okay.  Len?

MR. BURMAN:  I think I’d make it an income-based cap.  And if you had exchanges, the exchanges would give you an idea about how the premiums would vary by region, so the cap could be triggered to the cost, to say the lowest-cost plan or several plans within the exchange in a particular area.  

MR. GLECKMAN:  Okay.  I’m glad we’ve got a consensus on that.  Let’s turn it over to the audience for some questions.  We’ve got about 15 minutes for some questions.  The gentleman back here.

Q:  Hi.  Josh Gordon from the Concord Coalition.  Just following up on that discussion, so probably the only thing the Senate Finance Committee will do, if they do anything on the exclusion, is some kind of cap and there’s this idea that it has to be slowly done, one, to appease the union contracts because they’re already made and the idea is to postpone any changes until the next round of negotiating.  I think that was brought up in the Finance Committee hearing the other day.  And then I guess the other is to make sure that it can be administered and all that.  But if you do it slowly, of course, you get less revenue and the main reason why they would be willing to touch it is so they have enough revenue to pay for the plan.  

So, where’s the sweet spot on how long it would take to phase in and how much revenue you might be able to get?  I know that’s a pretty tough question but – 

MR. BURMAN:  I think politically it’s enormously difficult.  Whenever you have it take effect, if you say, index the cap to consumer price index and health costs continue to grow at a much faster rate which they’ve been doing, pretty quickly it raises a lot of revenue.  

The problem is, of course, unions have negotiated all this compensation in the form of health insurance and – when I first started writing about the tax treatment of health insurance, I went to a dinner party with a bunch of liberals who all wanted to raise taxes and they asked me what I was working on, and I said, well, I thought we should cap the tax benefit for health insurance.  And I thought I was not going to get dinner.  (Laughter.)  No.  No.  Not my health insurance.

MS. MCCUBBIN:  I think it’s hard to answer your question from a technical point of view.  We haven’t done the modeling, although we’re kind of working on some.  But I think in the short run we’re going to have to look to a combination of revenue sources.  It’s probably not going to come from one pot.  

MR. GOLDBERG:  I think that despite my ridiculously snide remark about politicians, I think there are an awful lot of very thoughtful elected representatives and staff members who understand that dealing with this issue is very important for reasons in addition to revenue.  It really does distort consumption decisions.  It really does distort behavior.  It really does distort labor markets for the reasons Len was saying.  

It is a very bad thing.  And I think people privately understand that.  So I would not look at it just as a revenue issue.  I think in designing it – I think, for example, if you’re simply going to cap it, how do you work with that in the context of offering workers a choice among plans?  How do you make clear that I can buy a catastrophic plan, I can buy a Cadillac plan – as I understand, the Senate Finance Committee is going to require employer to offer four separate plans one of which would match the minimum coverage standards.  Well, how do you integrate that with a cap on the exclusion?  

Now, if you say, well, that’s why I would lean towards the cost of the plan, not your income, because if you say, okay.  Everybody gets to exclude their income up to the minimum cost of a minimum coverage catastrophic policy and if you buy anything else, you’ve got to pay tax on it.  Well, that would – if you design the cap that way, then you’re designing a cap to raise revenue but you’re also designing a cap that deals with the kind of behavior we’re trying to drive, which is make an informed choice about what you want to spend for insurance because that in turn becomes an informed choice about what you want to spend for healthcare.  

And so, I think – it was simply what kind of cap to do and let’s take it all from high-income people, so we’ll get some revenue, you miss a very important opportunity to change the structure of how people make decisions about healthcare.  And I believe that that’s what’s most important here is how people make decisions about healthcare because that’s what this is at the end of the day all about.

MR. BURMAN:  Just one bit of information.  For the finance committee roundtable we estimated the cost of variations on caps.  And one was setting the premium at – or setting the cap level at the 90th percentile for ESI premiums in 2010 and index it by the consumer price index.  Now it raised $336 billion over 10 years in the income taxes and another $195 billion in payroll taxes.  So even that pretty generous cap, if you index it to the CPI raises over $500 billion over 10 years.  That’s probably not enough to pay for the whole plan but there’s also magic that will pay for the rest of it.

(Laughter.)

MR. GLECKMAN:  Waste, fraud, and abuse.  Right.  
Eric?
Q:  ERIC TODER.  I’m channeling some comments Bob Reischauer made earlier when he raised the question, well, if you did eliminate the exclusion and I had to report to my employees what the benefit of their healthcare is, how do I decide whose benefit is how much?  You can get the average per employee but is the 25-year-old employee really getting the same benefit as the 55-year-old employee from the supply of employer ESI?  

And I just was wondering why everybody talks about eliminating this instead of cutting back the incentive by just having an excise tax on the employer, a fringe benefit excise tax on the employer which is actually done with fringe benefits in other countries and was discussed during the ’90s?

MR. GLECKMAN:  Anybody want to respond to that?  Len?

MR. BURMAN:  You actually could achieve something very similar to an employee cap by including health insurance premiums above an employee average at the employer level.  The employers still have to figure out a way to allocate the premiums above that, but if there was a substantial excise tax or if there was taxable income to the employer, they’d have an incentive to cut back the amount they contributed to the amount that they could deduct or the amount that was not subject to the excise tax.  So that’s a good point.  

It’s still – there’s a question as to how the employer would decide what they would charge the employees for the premiums at that point.  

MR. GOLDBERG:  I think two things.  One, as I understand it and I’m certainly no expert, the whole theory is we want to have big purchasing pools.  We talk about random assignment of people to purchasing pools.  If you have a big employer, it all gets spread.  And to say well, gee, somehow this is really screwed up and not fair because I don’t know the value to the 25-year-old versus the value to the 57-year-old with some chronic disability – illness.  Well I thought the whole theory was that doesn’t matter so I don’t care about that first – I’m not sure why we care about that first question.  

Second, if we believe that an important way to control cost is by permitting certain kinds of choices, then we ought to permit –we can cap doctors, we can limit reimbursements, we can fix prices for hospitals.  We can do all of that other stuff in an effort to control cost, but at the end of the day, if you believe that an important way to control cost is to make choices explicit, then I think you need to make choices explicit.  

So that’s why I think designing a cap – and I agree with you, they’re not going to repeal it, it’s not going to happen – but how you design the cap and how you integrate that cap design with choices.  The Senate Finance Committee says pick from four.  I think that’s what they’re saying.  Okay.  

Well, how do you integrate the cap with that choice and what kind of subsidy, if any, do you want to provide for low-income people who don’t want to choose – they want to choose something above the mandated minimum, this is a complicated thing to do, but if you lose sight of what we’re trying to accomplish, I think it’s a squandered opportunity.

MR. GLECKMAN:  Lily?  

Q:  Yes.  Lily Batchelder.  So I had two little questions.  One is what you all thought of the idea of basing any, say, progressive refundable credit, which all of you seem to be somewhat interested in, on prior year tax returns or potentially – you get the bigger credit of current and prior year tax returns if your income falls precipitously.  

And then, second, I was curious about pooling mechanisms.  And Fred had a list of potential pooling mechanisms outside of the employer context -- whether you think all of those are created equal or whether you think we should – if we eventually transition away from the employer-sponsored exclusion -- have a larger benefit for obtaining health insurance through the employer context or certain pooling arrangements?  

MR. BURMAN:  If you’re going to do it through income tax subsidies, I think allowing people to claim it based on either past year or current year income would help the most with the problem of volatile incomes from year to year.  It costs more money obviously because you’re giving the benefit of the doubt to the taxpayers.  

In terms of the best pooling mechanism, my favorite would be to do something like the exchange that is being talked about, something like the federal employee health –  employee’s health benefits program where everybody is buying into the same pool.  

The problem with voluntary pools is that that there’s always a risk that people will form – I want to make a pool with my bicycling club.  That might actually not be a bad idea since we have this habit of getting hit by cars.  But my jogging club.  You basically pick people who are healthier than average and we get a great deal on health insurance premiums.  So that’s the risk.

MR. GLECKMAN:  Jim?
Q:  JIM KLUMPNER:.  Much of this discussion has taken place with the idea that we’re going to find a pay for of some kind in order to expand coverage.  But the one thing we know about the tax and entitlement world is that there’s all kind of interactions. And my basic question is, is it going to possible to do this outside of some kind of grand deal involving both taxes and entitlements given the size of the numbers that we’re talking about and the thing the existing income tax code still has all kinds of time bombs in it and that we’re going to have sunsets, unless something changes, we’ve got the AMT.  Is it possible to do this by itself with its own pay for it or do you have to have a bigger context?

MR. BURMAN:  I think this is like Fred’s question where the questioner already knows the answer.  It just poses the question so it wouldn’t get knocked out.  (Laughter.)

MR. GLECKMAN:  Actually, I’d like to amend the question.  Does anybody actually think that when we look back at this 10 years from now that this actually will have been paid for, even come even close to having been paid for?  (Laughter.)  Okay.  Thank you.  (Laughter.)  
Tom?
Q:  Tom Miller, AEI.  Fred, it was an excellent presentation.  Your history was a little truncated though.  If you go back the year before the wage and price controls of the revenue act of 1942, you’ve got a different model of a cap on tax expenditures where they had both a front-end limit, a 5 percent threshold of your taxable income before you could have an itemized deduction.  And it was the dollar cap at the backend on the maximum amount you could deduct.  Now, but for the fact that you’ve got variation in progressive rates, you’d actually have a little bit of a flatter structure.  

My question for Len, though, is, I’ve gone through endless numbers of this thing, how aggressive this tax expenditure is for healthcare.  Could we look at both sides of the ledger and deciding whether it’s perhaps closer to being neutral, that it isn’t progressive?  

Look at the people who are paying income taxes relative to what they’re taking out in terms of health tax expenditures.  The amount that’s taken out for the health tax expenditure has to be financed somewhere else.  Where?  The federal income tax system?  Who pays those taxes?  So those taxes about net out, with about the same people who get the bulk of the health tax expenditure are also paying for it through the income tax system.

MR. BURMAN:  Well, this actually raises the question of how would we make up the lost revenue.  If you look at the expenditure itself, clearly, the expenditure is skewed towards high-income people.  It is true that high-income people pay more income taxes, but if you got rid of that tax expenditure, then would you cut tax rates across the board or could use it to pay for, say, providing universal access to health insurance which would be much more progressive?  

I accept the point that basically you should be looking at taxes and spending together.  One of the problems with my proposal to provide universal healthcare and pay for it with the VAT is that the VAT is regressive by itself.  The combination of a VAT and healthcare entitlement would be very progressive.  And by the way we traditionally measure these things you wouldn’t see that.

MR. GLECKMAN:  Anybody else want to take a stab at that?  Fred?

MR. GOLDBERG:  I think that goes to the broader question of replacing deductions generally with refundable credits.  And I believe very strongly that the reason for doing so has nothing to do with fairness or progressivity, it has simply to do with efficiency. I believe entirely in the argument that Lily and Peter Orszag made in the article.  I don’t understand a word of it, but I believe it to be true.  And I think there’s also a trick in your question in the sense you’re assuming that we’re paying for this.  No, we’re not paying for anything.  And the – 

Q:  You pay for it with the capital market.  You borrow this money.  You invest it.

MR. GOLDBERG:  The burden will ultimately fall on our children and grandchildren.  Now, you can say it’s capitalized into stock prices, asset prices, those of us who are short in treasuries to beat the band or hope to benefit from all of this, but the – what you’ve got to be careful about  is how you distribute the burdens.  

And I view this – I really do view this as an efficiency question.  And I believe that a flat-rate refundable credit here as elsewhere, or in this case a progressive refundable credit because we’re buying a public good, is – I think you kind of get lost in the swamp if you go down that road.  I believe the current structure – the fact is the current system pays $1,600 of my health insurance and it pays about $200 of my kid, the fifth grade teacher’s health insurance.  And I cannot get past that fact.  

MR. GLECKMAN:  One more question.  Yes, ma’am.  Hang on just a second.  Just wait for the mike or both mikes.

Q:  Joan Entmacher, National Women’s Law Center.  I realize they are much smaller in terms of potential revenue.  But I would like to hear some comment on the other tax expenditures, which provide very different kinds of benefits potentially.  The flexible spending accounts can be a way of just additional expenditures that are excessive or viewed as unnecessary, but sometimes, the catastrophic cap can cover things like long-term care that no one seems to be talking about in the context of the current reform proposal.  So if you have any thoughts on how you would deal with those other expenditures, I’d be interested.

MR. BURMAN:  I think Howard ought to comment on long-term care.  He’s writing a book on that subject.

MR. GLECKMAN:  Yes – I mean it’s interesting, we’ve sort of bifurcated the system.  We’ve decided long-term care is somehow different than healthcare.  We treat it separately.  There is some talk about dealing with healthcare – with long-term care separately in a bill.  Senator Kennedy has got a proposal that would provide essentially a mandated long-term care insurance program.  But in the absence of that, I think it’s largely being ignored, and I think that’s probably an error.  
Janet?

MS. MCCUBBIN:  I think you raise a good point.  When I’ve been thinking about healthcare reform, I’ve been thinking about sort of wiping the slate clean of these myriad tax expenditures and creating something that’s more rational.  And certainly if you’re going to be limiting or getting rid of the employer exclusion, you’ve got to get rid of the flexible spending accounts or taxpayers will just the put the money over there.  

But you raise a good point and that is that long-term care, one of the few benefits you can get for long-term care really is the itemized medical deduction.  And so it’s important to remember that it serves that purpose when we’re talking about wiping the slate clean.  

MR. GLECKMAN:  But for very, very few people.  Just a very tiny number of people.

MS. MCCUBBIN:  Right.  Yes, certainly it’s not – it’s certainly not adequate but it’s about the only federal tax subsidy for long-term care that we have.

MR. GLECKMAN:  Because many of the people in long-term care aren’t paying taxes.

MS. MCCUBBIN:  Right.

MR. GLECKMAN:  So the exclusion doesn’t count as – (off mike).

MR. BURMAN:  They’re getting Medicaid.

MR. GLECKMAN:  They’re getting Medicaid.  That’s right.  We are out of time.  The plan now is for all of us to get lunch in the next room.  And Jeff Liebman will be here at about 12:30 p.m. to give his presentation.  So thank you to the panelists.

(Applause.)  

(END)

